
PART III. 

The followiug requid information is incorporated by reference to our defmitive proxy statement for our 2007 
Annual Meeting of Stockholders presently scheduled to be held in the second quarter of 2007 

Item 10. Directors, Executive officers and Corporate Governance 

Executive Compensation 

__ Item 12. Security Ownership of Cemh Beneficial Owners and Management and Related Stockholder Matters 

Item 13. Certain Relationships and Related Transactions, and Director Independence 

~ Item 14. Principal Accounting Fees and S w i c e s  

We will file OUT definitive proxy statement for OUT 2007 Annual Meeting of stockholders with the Securities and 

__ 

Exchange Commission on or before April 30. 2007. 



PART IV. 

Item 15. EshibiLr and Financial SInlement Schedules. 

(a) ( I )  Fmancial Statements 

Included in Part II of this Report 
P q r  No. __ 

Discovery Holding Company: 
Management’s Repart on Internal Control over Financial Reporting. . . . . . . . . . . . . . . . .  
Repod of Independent Registered Public Accounting Firm . . . . . . . . . . . . . .  11-16 
Repod of Independent Registered Public Accounting Fm . . . . . . . . . . .  Il-17 

2006,2005 and 2004 . . .  . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  D-19 

Consolidated Balance Sheets, December 31.2006 and 2 
Consolidated Statements of 

Consolidated Statements of Cash Flows, Years Ended Decembex 31,2006,2005 and 2004. . . . . . . . . . .  
Consolidated Statements of Stockholders’ Equity, Years ended December 31, 2006, 2005 and 2004 . . . .  
Notes to Consolidated Financial Statements, December 31, 2006, 2005 and 2004. . 

s and Comprehensive Earnings (Loss), Years ended December 31, 

II-20 
11-21 

. .  n-22 

(a) (2) Fmancial Statement Schedules 

Included in  Pm IV of this Report: 

(i) All schedules have been omitted because they are not applicable, not material or me required infomation is set 
forth in the financial statements or notes thereto. 

(ii) Separate financial statements for Discovery Communications, Inc.: 

Report of Independent Registered Public Accounting Fm . 
Consolidated Balance Sheets, December 31, 2006 and 2005 
Consolidated Statements of Operations. Years ended December 31, 2006, ux15 and 2004. . . . . . . . .  
Consolidated Statements of Cash Flows, Years ended December 31,2M)6,2005 and 2004 . . . . . . . .  
Consolidated Statements of Changes in Stockholders’ DeficiL Years e 

N-5 
W-6 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Financial Statemenu . . . . . . . . . . . .  

(a) (3) Exhibits 
Listed below are the exhibits which are fied as apart of this Report (according to the number assigned to them in Item 601 
of Regulation S-K):  

2 - Plan of Acquisition, Reorganization, Arrangement, Liquidation M Succession: 
2.1 Reorganization Agreement among Liberty Media Corparation, Discovery Holding Company (“DHC) and 

Ascent Media Group, Inc. (inmrporated by reference IO Exhibit 2.1 to DHC‘s Registration Statement on 
Farm IO, dated July 15, ux15 (File No. 00-51205) (the “Form 10)). 

Restated Certificate of Incorporation of DHC (incorporated by refaencc to Exhibit 3.1 to the Form IO). 
Bylaws of DHC (incorporated by nference to Exhibit 3.2 to the Form IO). 

Specimen Certificate for shares of rhe Series A common stock, par value $.Ol per share, of DHC 

Specimen Certificate for shares of the Series B m m o o  stock, pat value S.01 per share. of DHC 
(incorporated by referace to Exhibit 4.2 to the Form 10). 
Rights Agreement between DHC and EquiServe Trust Company, N.A~.  a- Rights Agent (incorporated by 
reference to Exhibit 4.3 to h e  Form IO). 

3 -Articles of Incorporation and Bylaws: 
3.1 
3.2 

4 - Insuumenu Defining the Rights of Securities Holders, including Indentures: 
4.1 

4.2 

4.3 

-~ to the F m  IO). - ~- 
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10   material ContractF: 
10.1 The Shareholders Agreement, dated as of November 30, 1991 (the “Stockholders’ Agreement”), by and 

among Discovery Communications. Inc. (“Discovery”), Cox Discovery, Inc. (“Cox”), NewsChaonels TDC 
Investments, Inc. (“NewChanneli’). TCI Cable Educat iq  Inc. (“TCID”) and John S. Hendricks 
(‘“endricks”) (incorporated by reference to Exhibit 10.1 to the Form 10). 

10.2 Fmt Amendment to the Stockholders’ Agreement, dated as of December 20, 1996. by and among 
Discover), Cox Communications Holdings. Inc. (the SUCC~SSOI lo Cox), Newhouse Broadcasting Corporation 
( the snccesscm VI NewChannels), TCID, Hendricks and for the purposes stated therein only, LMC Animal 
Planet, Inc. (“LMC”) and Liberty Media Corporation, a Colorado co-tion (“Liberty”) (incorporated by 
reference to Exhibit 10.2 to the Form IO). 
Second Amendment to the Stockholders’ A p m e n t ,  dated as of Septemba 1, uxx), by and among 
Discovery, Cox Communications Holdings, Inc. (the S U C C ~ S S O ~  IO Cox), Advaocdewhonse Programming 
Partnership (the successor to NewChannels), LMC Discovery, Inc. (formerly known as TCID) and Hendricks 
(incorporated by reference to Exhibit 10.3 lo the Form 10). 
lhird Amendment to the Stockholders’ Agreement, dated as of September, 2001, by and among Discovery, 
Cox, NewChannels. K I D .  Hendricks and Advance Progmmming Holdings Cop. (incorporated by reference 
to Exhibit 10.4 to the Form IO). 
Fourth Amendment to the Stockholders’ Agreement, dated as of June 23, 2003, by and among Discovery, 
Cox NewChannels, TCID. Liberty Animal, Inc. (the successor in interest to LMC) for the purposes stated in 
the First Amendment to the Stockholders’ Agreement, and Hendricks (incorporated by reference to 
Exhibit 10.5 to the Form 10). 

10.6 Form of Tax Sharing Agreement between Liberty Media Corporation and DHC (incorporated by reference to 
Exhibit 10.6 to the Form IO). 

10.7 Discovery Holding Company 2005 Incentive Plan (incorporated by reference to Exhibit 10.7 to the Form 10). 
10.8 Discovery Holding Company 2005 Non-Employee Director Plan (incorporated by reference to Exhibit 10.8 

to the Form 10). 
10.9 Discovery Holding Company Transitional Stock Adjustment Plan (incorporated by reference to Exhibit 10.9 

to the Form IO). 
10.10 Agreement between DHC and John C. Malone (incorporated by reference to Exhibit 10.10 to the F m  IO). 
10.1 1 Agreement, dated June 24, 2005, between Discovery and DHC (incorporated by reference to Exhibit 10.1 1 

to the Form 10). 
10.12 Indemnification Agreemenl, dated as of June 24, 2005. between Cox and DHC (incorporated by reference to 

Exhibit 10.12 to the Form IO). 
10.13 Indemnification Agreement, dated as of June 24, 2005. between NewChannels and DHC (incorporated by 

reference to Exhibit 10.13 to the Form 10). 
10.14 Form of Indemnification Agreement with Directors and Executive Officers (incorporated by reference to 

Exhibit 10.14 to the Form 10). 
21 -Subsidiaries of Discovery Holding Company, fied herewith. 

23.1 Consent of KF’MG LLP. Ned herewith. 
23.2 Consent of PricewaterhouseC-rs LLP, fied herewith. 
71.1 Rule 13a-I4(a)/15d- l y a )  Certification, fded herewith. 
31.2 Rule l?a-I4(a)/lSd - 14b) Cemfication, fded herewith. 
31.3 Rule 13a-l4(a)/15d- 14(a) Certification. filed herewith. 

10.3 

10.4 

10.5 

32 -Section 1350 Cerrification, fded herewith. 
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To the Board of Directors and Stockholders of 
Discovery Communications, Inc.: 

In OUI opinion, the accompanying consolidated balance sheets and related consolidated statements of operations, of 
changes in stockholders’ deficit, and of cash flows, present fairly, in all material respects. the consolidated f m c i a l  
position of Discovery Communications, Inc. and its subsidiaries at December 31,2006 and December 3 1.2005, and the 
results of their operations and their cash flows for each of the three years in the period ended December 31, 2W6 in 
conformity with accounting principles generally accepted in the United States of America ?hese financial statements are 
the responsibility of the Company’s management; OUT responsibility is to express an opinion on these fmancial sfatements 
based on our audits. We conducted OUI audits of these statements in  accordance with the standards of the Public Company 
Accounting Oversight Board (United States). ?hose standards require that we plan and @om the audit to obtain 
reasonable assurance about whether the fmancial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the 
accounting principles used and sigpificant estimates made by managemenf and evaluating the overall fmancial statement 
presentation. We believe that our audits provide a reasonable bask fM OUI opinion. 

/skcewaterhonseCmpers LLP 
McLean, Vuginia 
February 23, 2007 
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DISCOVERY COMMUNICATIONS, INC. 

Consolidated Balance Sheets 

December 31, 
- - . . - -  2005 

ASSETS 
current assets 

Cash a d  cash equivalcots . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
A C C O U ~ ~ ~  receivable, less allowances of $25,175 and $35,079, . . . . . . . . . . . . . . . . . . . . . .  
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes. . . . . . . . . . . . . . . . . . . . . . . . . .  
cmteLlt rights. net. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  
othercurrent aSSets. 

Total current assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Property and equipment, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Content rizhts, oet, less current 0 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Defmed launch incentives. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Investments io and advances to unconsolidated affiliates . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
TOTAL ASSETS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Current liabilities 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Intangibles, net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

LL4BILITIES AND STOCKHOLDERS DEFICIT 

Accouots payable and accrued liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accrued payroll and employee benefits. . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  
Launch incentives payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Conteot rights payable. . . . . . . . . . . . . . . . .  
Culrent portion of long-term incentive plan liab 
Cunent portion of long-term debt. . . . . . . . . . . . . . . . . . . . . . . .  
Income taxes payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unearned revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total culrent liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term deb\ less c m n t  portion. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Derivative financial Instruments. less cwent portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Launch incentives payable, less culrent portion. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term incentive plan liabilities, less current porlion . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Defmed income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Oiherliabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Totalliabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Commitments and contingencies 
Stockholders' de5dt 
Class A common stock; $.01 par MIUC. 100,000 shares authorized; 51,119 shares issued, less 
719 shares of treasury stock. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Class B common stock, $.01 par value; 60,000 shares authorized; 50,615 shares. . . . . . . . . .  

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated deficit . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated Other  Compreh ve income . . . . . . . . .  
Tolal stockholders' deficit . . . . . . . . . . . . . . . . . . . . .  
TOTAL LIABILITIES AND STOCKHOLDERS' DEFICIT . . 

. . . . . . . . . . . . .  

. . . . . . . . . . . . .  

Content rights payable, less current portion. . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Mandatady redeemable interests in subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

issued and held in treasury stock 

_ _ ~  

. .  

. .  

. .  

. .  

. .  

. .  

$ 316,804 283,326 
122,431 88,000 
17978 22655 

. ,~ ~ 

431274 20.690 
1,546 6,470 
55,264 51,226 
68,339 89,803 
45,194 33,220 
734524 692465 

2,633.237 2,590,440 
8,282 18,592 
10,791 21,910 
41,186 25,380 
3,846 4,380 
46.289 - 
64.861 31,309 

3,543,016 3,384,476 
94.825 

1 1 
- - 

21.093 21.093 
(306.1351 (513,311) 

The accompanying notes are an integral part of these consolidated Financial statements 
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DISCOVERY COMMUNICATIONS, INC. 

Consolidated Statements of Operations 

Sear Ended Derernbcr 31, 

io lhmrnodr 
200.5 2004 - - 

OPERATING REVENUE 
51,243,500 1,187,823 1,133.807 

1,434,901 1,198,686 976.362 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  334,587 285,245 255,177 

Total operating revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,012,988 2,671,754 2,365.346 

Cost of revenue, exclusive of depreciation shown below 1,120,377 979,765 846,316 

Depreciation & amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  133,634 123,209 129,011 
Selling, general & administrative . . . . . . .  . . . .  1,209,420 1,054,816 927.655 

(22,007) Gain on sale of long-lived asset. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - _ _  - 

Total operating expenses.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,463,431 2,157,790 1,881,175 

INCOME FROM OPERATIONS 549,557 513,964 484.371 

OTAER INCOME (EXPENSE) 
Interest, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (194,227) (184,575) (167,420) 
Realized and unrealized gains from derivative instruments, net 22,558 22,499 45,540 
Minority inle~ests in consolidated subsidiaries . . . . . . . . . . . .  (2,451) (43.6%) (54,940) 
Equity in earnings of unconsolidated affiliates . . . . . . . . . . . . . . . . . . . . . . .  7,060 4.660 171 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,299 Other.net 1,467 9.1 1 I 

~- 

Total other expense, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (165,593) (192,001) (174,350) 

INCOME BEFORE INCOME TAXES 383,964 321,963 309,621 

h o m e  tax expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  176,786 162,343 141.799 

NETINCOME . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 207,176 159,620 168,022 

-~ 

_ _ -  

The accompanying notes are an integral pa~I of these consolidated fmancid statemen&. 
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DISCOVERY COMMUNICATIONS, MC. 

Consolidated Statements of Cash Flows 

in thousands 

$ 207,176 159,620 
OPEMTING ACTIVITIES 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

et income lo cash provided hy operations 
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Expenses arising from long-term incentive p 
Equity in earnings of unconsolidated a f f i l  
Deferred income taxes _ . . . . . . . . . . . . .  
Realized and umealize struments, net . . . 
Non-cash minority interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Gain on d e  of investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Gain on sale of long-lived assets. 
Other "on-cash (income) charges 
Changes in assets and liabilities, 

. . . . . . . . . . .  

Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
other assets . . . . . . . . . . . . . . . . - . . . . . . . . . . - . . . - . . . . . . . . . . . - 
Content ri&& ne1 of payahles 
Accounts payable an 

Deferred launch incen . . . . . . . . . . . . . . . .  
Long-term incentive 

Representation rights . . . . . . . . . . . . . . . .  

Cash provided by operations . . . . . . . . . . . . . . . .  

Business combinations, net of cash acquired . . . _ . _ . _ . _ . . _ . . . . . .  (194,905) (400) 
(583) Pllrchase of intangibles. . . . . . . . . . . . . . . . . 

Investments in and advances to unconsolidated affitiales . . . . . . - (363) 

Proceeds from sale of investments 

INVESTING ACTIVITIES 
Acquisition of propefly and equipment. . . . . . . . . . . . . . . . . . . . . . . . . . . . (90,138) (99,684) 

- . . . . . . . . . . . . .  

. . . . . . . . . 

. . . . . . . . . 

~ 

39,233 49,465 
(7.060) (4,660) 

108,903 109,383 
(22,558) (22,499) 

2,451 43,696 
(1,467) (12,793) 
- - 

2,447 9,675 

(84,598) (37,207) 
(4,560) 1,853 
(7,434) (18,748) 

(84,377) (108,155) 
73,646 47,913 
93,233 (6,000) 

(49,386) (35,731) 
3) (325,756) 

479.9 11 68,893 

133,634 123,209 
77,778 83,411 
3591 12.217 

(18O.Mx)) (92;874) 
1,467 14,664 
- - 

(463,576) (179,240) 

168.022 

129,011 
107.757 

959 
71.515 

105.522 
(171) 

(451540) 
54,940 - 

(22.007) 
(2,681) 

(60.841) 
4,555 

(3,711) 
(122,433) 

55.734 
(479) 

(74.696) 

(88,100) 
(17.218) 

(17.433) 
(148.880) 

22.007 
(249,624) 

- 

- 

~ ~~ 

FINANCING ACTIVITIES 
. 316,813 1,785,955 1,848,000 

Principal payments of Ion . . . . (307,030) (1,697,068) (1,699,215) 
Deferred financing fees (4,810) (8,499) 
Contributions from mino 603 3.146 
Other fmancing . . _ . . _ . . .  , . . . . . . .  . . . . .  . . . .  . . .  . .  . _ . . .  (9,963) 32,153 (30,840) 
Cash (used) provid . . . . _ . . _ . _ . . . . . .  (1,324) 116,833 112.592 

3,723 2.535 
10,209 (9,793) 
24,282 34,075 
34,491 24,282 CASH AND CASH EQUIVALENTS, END OF YEAR . . 

The accompanying notes are an integral part of hest consolidated fmancial sfatements. 

IV-6 

DHC.I.D.0000791 



DISCOVERY COMMUNICATIONS, INC. 

Consolidated Statements of Changes m Stockholders’ Deficit 

omcr COmPnh~adVS Imom (La51 
Addi6oml Po+ U d m d  Ummorthcd 

Paid-Io A m d a t e d  C-xrerq Gdo(Lasr)m Gainon 
AIPsr R&rmnbk Capitd Mil Trnorlstim lorcdmmls Duirstiru TCVXL 

ia lhovvods 
_ ~ ~ _ _ _ -  

Balance, December 31,2003 . . . . . . . . . .  $1  - 21,093 (840,953) 14,323 3.771 - (801,765) 
Comprehensive income 

Net income . . . . . . . . . . . . . . . . . . . . .  168.022 
Foreign currency traanrlauoo. net of tax of 

$5.2 million . . . . . . . . . . . . . . . . . . .  8,409 
Unrealizsd loss OD investments, net of tax 

of $1.7 million . . . . . . . . . . . . . . . .  
Total comprehensive income . . . . . . . . . . .  - 
Balance, December 31,2W4 . . . . . . . . . .  $1 
Comprehensive income 

Net income . . . . . . . . . . . . . . . . . . . . .  
Foreign currency translation. net of far of 

$9.6 million . . . . . . . . . . . . . . . . . . .  
lioreahzed loss on investments, net of tar 
of T0.I million . . . . . . . . . . . . . . .  

lioammtjzed gain on cash flow hedge. 
ne1 of tar of $1.3 million . . . . . . . . . .  

Total comprehensive income . . . . . . . . . . .  - 
Balance, December 31,2005 . . . . . . . . . .  $1 
Comprehensive i o o m e  

Ne1 income. . . . . . . . . . . . . . . . . . .  
Foreign currency translation, net of tar 

of $8.8 million.. . . . . . . . . . . . . . .  
Umeahzed loss on investments. net of 

Amortization of gain on cash flow 
tax of $0.2 million . . . . . . . . . . . . .  

hedge, net of tax of $0.1 million . . .  
Total comprehensive income . . . . . . . . . . .  - 
Balance, December 31,2006 . . . . . . . . . .  e - 

- - - ~  
- 21,093 (672,931) 22,732 

159,620 

(16,017) 

- _ _ _ _ -  
- 21,093 (513,311) 6.715 

207,176 

14.458 

(2,592) 
173.839 - - -  

1,179 - (627,926) 

(101) 

2,066 
145.568 - - -  

1.078 2,066 (432.358) 

The accompanying notes are an integral part of rbese consolidated fmancial statements. 
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DlSCOVERY COMMUNICATIONS, INC. 

Notes to Consolidated Financial Statements 

1. Description of Businss  

Discovery Communications. Inc. (the “Company”) is a privately-held, globally-diversified enteriainment company 
whore operations are organized into four business units: U S .  Networks, International Networks, Commerce and 
Education. U S .  Networks operates cable and satellite television networks in the United States, including Discovery 
Channel. TLC, Animal Planet, The Travel Channel and Discovery Health Channel. International Networks operates cable 
and satellite television networks worldwide, including regional variants of Discovery Channel, Animal Planet, People & 
Am, Discovery Travel & Living. and Discovery Real lime. Commerce operates over 100 Discovery Channel retail stores 
and manages consumer ventures in the United States. Education provides prcdncts and services to educational institutions 
and consumers. 

2. Summary of Significant Accounting Policies 

Principles of Consolddon 

The consolidated financial statements include the accounts of all majority-owned and controlled subsidiaries. In 
addition, the Compaoy evaluates its relationships with other entities to idenlify whether they are variable interest entities 
as defined hy Financial Accounting Standards Board (”FASB) Interpretation No. 46, “Consolidation of Variable 
Interest Entities, an Interpretation of ARB No. 51” as revised in December 2003 (”FIN 4 6 R )  and to assess whether it is 
the primary beneficky of such entities. Variable Interest Entities (“VIES”) are generally entities that lack sufficient equily 
to fmance their activities without additional fmancial support from other parlies or whose equity holders possess rights not 
propaionate to their ownership. The equity method of accounting is used for affiliates over which the Company exercises 
significant idluence but does not control. 

AU signiiicant intercompany accounts and transactions have been eliminated in consolidation. 

Use of Estimates 

The preparation of financial statements in accordance with generally accepted accounting principles requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of 
contingent a ~ ~ e t s  and liabilities at the date of the financial statements and the repolled amounts of revenue and expenses 
during the reporting periods. Actual results may differ from those estimates and could have a material impact on the 
consolidated fmancial statements 

The Company has issued redeemable interests in a number of its consolidated subsidiaries for which redemption 
events are outside of the Company’s canlrol. Estimating the redemption value of these interests requires complex contIilct 
interpretation and the use of fair value and future performance assumptions. Ceriain of OUT venhues with the British 
Broadcasting Company (“BBC”) a x  operated under interim or unfinalized agreements, which conrribute to the 
complexity of associated estimates. 

Other significant estimates include the amoakt ion method and recoverability of content rights, the valuation and 
recoverability of intangible assets and other long-lived assets, the valuation of deferred tax assets, the fair value of 
derivative financial instrumenu, and the adequacy of reserves associated with accounts receivable and retail inventory. 

- Acwunrine Rwnounccmenh 

In July 2006. the FASB issued FASB Interpretation No. 48, Accounring lor Uncenainty in Income Taxes -an 
interpretation of FASB Statement No. 109 (“Fb! 48), which clarifies the accounting lor uncertainly in income tax 
positions. This Interpretation requires the Company IO recognize in the consolidad fmancial statements the impact of a 
tax position that is more likely than not to be sustained upon examination by the applicable taxing authority based on the 
technical merits of the position. The provisions of FIN 48 will be effective for the Company as of the beginning of the 
Company’s 2007 fiscal year, with the cumulative effect of the change in accounting principle recorded as an adjustment to 
opening retained earnings. The Company is cwently evaluating the impact of adopring FIN 48 on the consolidated 
financial statements. 
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DISCOVERY COMMUNICATIONS, INC. 

Notes to Consolidated Financial Statements - (Continued) 

Revenue Recognition 

The Company derives revenue fmm four pr;narY sources: (I) advertising revenue for commercial spots aired on the 
Company's networks, (2) distribution revenue from cable system and satellite operatas (dislrihutors), (3) retail sales of 
consumer products, and (4) educational product and service sales. 

Advertising revenue is recorded net of agency commissions and audience deficiency liabilities in the period 
adveflising spots are haadcast. Distribution revenue is recognized over the seMce perid, net of launch incentives and 
other vendor consideration. Retail revenues are recognized either at the point-of-sale or upon product shipment. 
Educatiooal service and product sales are generally recognized ratably over the term of the agreement 01 as the product 
is delivered. 

Adw&ing Costs 

' h e  Company expenses advertising costs as incurred. The Company incurred advertising costs of $207.7 million, 
$208.6 million and $170.3 million in 2006, 2W5 and 2004. 

Cash and Cash Equivalents 

Highly liquid investments with original maturities of ninety days or less are recoded as cash equivalents. The 
Companyhad $7.1 milliooand$4.5millioninreslrictedcashincludedinothercurrent assetsasofDecemb=r31,2006and 
2M15. Book overdrafts representing outstanding checks in excess of funds on deposit m a component of accounts payable 
and total $30.9 million and $40.9 million in 2006 and 2005. 

Derivative Financial Inrtrumenfs 

Statement of Financial Accounting Standards ("SFAS") No. 133, "Accounting for Derivative I n s m e n t s  and 
IIedgingActivities,"requirrseveryd~vativeinseument loberecordedonthebalance sheetatfairvalueaseitheranasset 
or a liability. The statement also requires that changes in the fair value of derivatives be recognized currently in earnings 
unless specific hedge accounting criteria are met. From time to time, the Company uses fmancial iusmmeots designated 
as a cash flow hedge of a forecasted Vansaction to hedge its exposures to interest rate risks. The effective changes in fair 
value of derivatives designated as cash flow hedges are recorded in accumulated other comprehensive income (loss). 
Amounts an reclasified from accumulated other comprehensive income (loss) as interest expense is recorded for debt. 
None of the Company's fmancial instmments were designated as a hedge in 2006 and ux)4 and most of the Company's 
financial insuuments were not designated as a hedge in 2005. 

Inventories 

Inventories are c-ed at the lower of cos1 or m d e t  aod include inventory acquisition costs. Cost is determined 
using the weighted average cost method. 

Content Rights 

Costs incurred in the direct production, co-production or licensing of content rights are capitalized and slated at the 
lower of unamortized cost, fair value, or net realizable value. The Company evaluates the net realizable value of content 
by considering the fair value of the underlying produced and co-produced content and the net realizable values of the 
Licensed content at least annually. 

The costs of produced and co-produced content amng on the Company's networks are capimm ana . mmuea 
based on the expected realization of revenues, resulting in an accelerated basis over four yean for developed networks 
(Discovery Channel, TLC, Animal Planet, and The Travel Channel) in the United States, and a straight-line basis o v a  
three to five years for developing networks in the United Slates and all International networks. The cost of licensed 
content is capitalized and amorlized over the term of the license period based on the expected realization of revenues, 
resulting in an accelerated hash for developed networks in the United Slates, and a straight-line basis for all International 
networks, developing networks in the United States and educatiooal ventures. The costs of content for elecnonic, video 
and hardcopy educational supplements and tools for educational venfures are amortized straight-line ova a three to seven 
year period. 

- ~~ ._ 
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DISCOVERY COMMUNICATIONS, INC. 

Notes to Comolidated Financial Statements - (Continued) 

All produced and co-pmduced content is classikd as long-term. ?he prtion of the unamortized licensed content 
balance that will be m o a k e d  within one year is classified as a current asset. 

Property and Equiprnenl 

Roperty and equipment are stated at cost less accumulated depreciation. Depreciation is recognized on a straight- 
line basis over the estimated useful lives of three to seven years for equipment, furnitme and fixtures, five to forty years for 
building stmture and consmction. and six to thirteen years for satellite transponders. Leasehold improvements are 
amortized on a straight-line basis over the lesm of their estimated useful lives 01 the terms of the related leases, beginning 
on the date the asset is put into use. Equipment under capital lease represents the present value of the minimum lease 
payments at &e inception of the lease, net of accumulated depreciation. 

Copiralired SofhyLve Costs 

AU capimlized software costs are for internal use. Capitalization of costs occurs during the application development 
stage. Costs incurred during the pre and post implementation stages are expensed as incurred. Capitalized costs are 
amortized on a straight-line basis over their estimated useful lives of one to five yean. Unamortized capitalized costs 
toraled $61.4 million and $59.1 million at December 31. 2006 and 2005. Thhe Company capiralized softwan costs of 
$2 1.6 million, $23.2 million, and $28.6 million in 2006,2005 and 2004. Amoaization of capitalized software costs totaled 
$IX.3 million, $19.3 million. and $ I R A  million during 2006,2005 and 2004. Write-offs of capitalized software totaled 
$1.0 million and $4.0 million in 2006 and 2004; there were no writeaffs for capitalized software costs during 2005. 

Recowrabdity of Long-Lived Assets, Coodwdl, and Intangible Assets 

?be Company annually assesses the carrying value of i I s  acquired intangible assets, including goodwill, and its other 
long-lived assets, including deferred launch incentives, to determine whether impairment may exist, unless indicators of 
impairment hecome evident requiring immediate assessment. Foodwill impairment is idennfied by comparing &e fair 
value of the reporting unit to its w i n g  value. If the fair value of the reporting unit is less than its carrying value, an 
impairment loss is recorded to the extent that the implied fair value of the goodwill within the reporting unit is less than its 
carrying value. Intangible assets and other long-lived assets are grouped for prrrposer of evaluating recoverability at the 
lowest level for which independent cash flows are identifiable. If the carrying amount of an intangible asset, long-lived 
asset, or asset grouping exceeds its fair value. an impairment loss is recognized. Fair values for reporting units, godwil l  
and other inlangible assets axe determined based on discounted cash flows, market multiples, or comparable assets as 
appropriate. 

The determination of recoverability of goodwill and other intangible and long-lived assets quires  significant 
judgment and estimates regarding future cash flows, fair values, and the appropriate grouping of assets. Such estimates are 
subject to change and could result in impairment losses k i n g  recognized in the future. If different reponing units. asset 
groupings, or different valuation methodologies had been used the impairment test results could have differed. 

Deferred Launch Incentives 

Consideration issued to cable and satellite dislributors in connection with the execution of long-term network 
distribution agreements is deferred and amortized on a straight-line basis as a reduction to revenue over the terms of the 
agreements. Obligations for fixed launch incentives axe recorded at the inception of the agreement. Obligations for 
puformance-based arrangements are recorded when performance thresholds have been achieved. Following the renewal 
of a distribution agreement, the remaining deferred consideration is amonized over the extended pericd. Amortization of 
deferred launch incentives and interest on unpaid deferred launch incentives was W.1 mdhon. S14.1 rmUlan ana 
$98.4 d i o n  in 2006,2005 and 2M)4, 

__.._ 

Foreign Currency Translorion 

The Company’s fareign subsidiaries’ assets and liabilities are translated at exchange rates in effect at the balance 
sheet date, while results of operations are mnslated at average exchange rates for the respective periods. The resulting 
translation adjustments are included as a separate component of stockholders’ deficit in accumulated other comprehensive 
income (loss). 
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DISCOVERY COMMUNICATIONS, INC. 

Ndes to Comdidated Financial Statements - (Continued) 

Long-term Znncentive Plans 

Prior to October 2005, the Company maintained two unit-based, cash settled, long-term incentive plans. Under these 
plans. unit awards. which vest over a period of years, were granted to eligible employees and increased or decreased in 
value based on a specified formula of Company business melrics. The Company accounted for these units similar to stock 
appreciation rights and applied the guidance in FASB Interpretation Number 28, “Accounting for Stock Issued to 
Employees,” (“FIN 28”). Accordingly. the Company adjusted compensation expense for changes in the accrued value of 
these awards over the period oulrranding. 

During August 2005, the Company discontinued one of its long-term incentive plans and settled all amounts with 
cash payments. In October 2005, the Company established a new long-term incentive plan for cer~&n eligible employees. 
Substantially all panicipants in the remaining plan redeemed their vested units for cash payment and received units in the 
new Plan. 

Under the new plan, eligible employees receive cash settled unit awards indexed to the price of Class A Discovery 
Holding Company (“DHC‘? stock. As the units are indexed to the equity of another entity, the Company mats  the units 
similar to a derivative, hy determining their fair value each reporting period. The Company attributes compensation 
expense for me new awards on a straight-line basis; the Company atfxibutes compensation expense for the initial grant of 
partially vested units by continuing to apply the FIN 28 model mat was utilized over the awards’ original vesting periods. 
Once units are fully vested, the Company recognizes all mark-lo-mark adjustments to fair value in each period as 
compensarion expense. In March 2005. the Securities and Exchange Commission (the “SEC) issued Staff Accounting 
Bulletin No. 107 (“SAB 107”) regarding the classification of compensation expense associated with share-based payment 
awards. The Company has applied the provisions of S A B  107 and has recorded long term incentive compensation expense 
as a component of selling, general and administrative expenses. Prior year amounts have been reclassified to conform to 
current year presentation. 

‘fie Company classifies as a current liability 75% of the intrinsic value of the units that are vested or will become 
vected within one year. This amount corresponds to the value potentially payable should all participants separate from the 
Company. Upon voluntary termination of employment, the Company dislributes 75% of unit benefits. The remainder is 
paid at the one-year anniversary of termination date. 

Mandatorily Redeemable Interesls in SubsLiiaries 

Mandatorily redeemable interests in subsidiaries are initially recorded at fair value. For those insrmments with an 
estimated redemption value, the Company accretes or decretes to the estimated redemption value ratably over the period 
IO theredemption date. Accretion and decretion are recorded as a component ofminority interest expense. Forinstments 
with a specified m e  of retum, the Company records interest expense as incurred. Cash receipts and payments for the sale 
or purchase of mandatorily redeemable interests in subsidiaries are included as a component of investing cash flows. 

Treasury Stock 

Treasury stock is accounted for using the cost method. The repurchased shares are held in treasury and are presented 

Income TUPS 

Income taxes arc recorded using the asset and liability method of accounting for income taxes. Deferred income 
waxes reflect the net tax effect of temporary differences between the carrying amom& of assets and liabilities for fmancial 
reponing purposes and the amounts used for income mx purposes. A valuation allowance is provided for deferred tax 
assets if it is more likely than not such assets will be unrdiozd. 
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DISCOVERY COMMU"XTIONS, INC. 

Notes to Consolidated Financial Statements - (Continued) 

3. Supplemental Disclosures to Consolidated Statements of Cash Flows 

Cash paid for acquisitions: 
Fair value of assets acquired $223,293 400 21,414 

Cash paid for acquisitions, net of cash acquired . . . . . . . . . . . . . . .  194,905 400 17,218 

Cash paid for income a x e s . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 70,215 27,676 28,999 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  (4,196) 

Cash paid for interest . . . . . . . . . . . . . . . . . . .  $196,195 171,151 166,584 

Fair value of liabilities assumed (28.386) __ 

4. Business Combinations 

During Febmary 2K6, the Company acquired 98 percent of DMAX (formerly known as XXP), a free-to-air network 
in Germany. The results of operations have been included in the consolidated fnancial statements since that date. The 
acquisition of a free-lo-air network is intended to support the Company's strategic priority of strengthening its global 
presence. The aggregate purchase price was $60.2 million primarily in cash. Ofthe $54.3 million of acquired intangible 
assets, $23.0 million was assigned to contract-based distribution channels subject to ammization with a useful life of 
apprnximately 5 years and the remaining balance of $31.3 million to goodwill. 

h March 2006, thc Company acquired all of the outstanding common shares of Antenna Audio Limited ("Antenna"), 
a provider of audio tou~s  and multimedia at museums and cultural amactions around the globe. The results of Antenna's 
operations have been included in the consolidated fmancial statements since that date. The Company acquired Antenna to 
facilitate the expansion of its brand and media content to other platforms. The aggregate purchase price was $64.4 million, 
primarily in cash. Ofthe $49.1 million of acquired intangibles, $6.4 million was assigned to assets subject to amortization 
with useful lives between two and seven years and the balance of $42.7 million to gwdwill. 

In 20%. the Company also acquired the fallowing four entities for a total cost of $70.4 million, which was paid 

* Petfider.com, a facilitator of pet adoptions and Petshcredible, a producer and distributor of pet-training videos. 
?be Company also has certain contingent considerations in connection with this acquisition payable in the event 
specific business metrics are achieved totaling up lo $13.5 million over 3 years, which could result in the recording 
of additional gmdwill. 

primarily in Cash 

* Cleanve and SVE, Inc.. a provider of cUrriculnm-oriented media educational products. - Academy123 Inc., a provider of online supplemental, educational content frmsing largely on mathematics and 
sciences. 

Thinklink, Inc., a provider of formative assessment testing services to schwls servicing students in grades K 
through 12. 

Goodwill recognized for these transactions amounted to $27.9 million. Purchased identfiable intangible assets for 
thcre acquisitions are being amortized on a smigb-line basis over lives ranging from one to ten years (weighted-average 
life of 4.4 years). 

~~~~~ ___ 
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DlSCOYERY COMMUNICATIONS, INC. 

Notes to Consolidated Financial Statements - (Continued) 

n e  following table summarizes the estimated fair values of the assets acquired and me liabilities assumed at the 
dates of acquisition. 

Asset (Liability) 

Current assels and content.. ...................... $10,119 21,403 8,843 40,365 
other tangible assets. ........................... - 6,244 1,521 7,765 
Finite-lived intangible assels ...................... 23,006 6,383 43,969 73,378 

27.863 101.785 Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  31.255 42,667 
Liabilitiesassum e d . . .  .......................... (4,204) (12,340) (11,844) (28,388) 

. . . . . . . . . . . . . . . . . . .  70.372 194,905 Cash pid,  net of cash acquired. $60,176 64.357 - - = _ _ -  
Pro forma information related to 2006 acquisitions, either individually OT in the aggregate, is not considered to be 

material to the Company's consolidated results of operations. 

During 2004, the Company completed two acquisitions in its Education division, in which the Company acquired 
customer lists valued at $14.6 million and covenants not to compete valued at $0.6 million, which m being amortized 
over their useful lives of thre years. 

5. Content Rights 

Produced coofenl rights 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . $ 1,594,549 1,272,331 

In process . . . . . . .  . . .  ......................... 161,942 122,366 

Completed . . . . . . . . .  688,023 731,344 
In process . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . .  86,359 53,704 

Acquired ................................... 

Co-produced content rights 
. . . . . . . . . . . . . . . . . . . . . . .  

Licensed content rights 
229,878 214,100 

Prepaid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,386 3,371 

Content rights, at cost . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,771,137 2.397.216 
Accumulated amonimt . . . . . . . .  (1,453,189) (1.166,103) 

Content rights, net . .  . .  ......................... 1,317,948 1,231,113 
Current portion, licensed content rights . . . . . . . . . . .  (64,395) (55.125) 

Noncurrent ponion . . . .  $ 1,253,553 1,175,988 ....................... 

Amonlzation of content rights was $696.0 million, $60601.1 million and $494.2 million in 2006,2005 and 2004, and is 
recorded as a component of cost of revenue. Amortization of content rights includes incremental amonization for certain 
programs to net realizable value of $34.6 million, $8.0 million, and $18.7 million in 2006, 2005 and 2004. 

amortized within the next three years. n e  Company expects to amortize $477.5 million of unamortized content rights, not 
includmg ir-process and prepaid productions, during the next twelve months 

I he Lompany es 
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DISCOVERY COMMUNICATIONS, UiC. 

Notes to Consolidated Financial Statements -(Continued) 

current liabilities, is king amortized on a straight-line basis over the six year term of the agreement, and is reported in 
other revenue. nlhe cost of acquiring the representation rights was amotizcd on a straight-line basis over the tifieen-year 
term of the original agreement, and was reported as a reduction of other revenue. 

Amortization of intangible assets including representation rights, totaled $46.0 million, $45.0 million and $41.8 mil- 
lion in 2005.2005 and 2004. The Company estimates that unamortized costs of intangible assets at December 3 l, 2006 
will be amortized over the next five years as follows: $37.0 million in 2007, $28.3 million in 2008, $13.2 million in uM9. 
$10.4 d o n  in 2010, and $3.4 million in 2011. 

9. Investments 

The following table outlies the Company’s less than wholly-owned VenNreS and the method of accounting during 
2006: 

loin! Venfures wdk fke BBC: 
Jv ProgramsLLC (“JVP”) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Consolidated 
Joint Venture Network LLC ( “ J W )  . . . . . .  Consolidated 
Animal Planet United States (see Note 11). ...................... 
Animal Planet E u o ~  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Aniial Planet Latin America. . .  
People & A r t s  Latin America. . .  

Animal Planet Asia. . . . . . . . . . . . . . . . . .  
Animal Planet Japan (“APr) .  . .  
Aniial Planet Canada 
Other Venfures: 

. . .  Consolidated 

Discovery Canada..  . . . . . .  

Discovery Heal thCanada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ......... 
Discovery Kids Canada .... 
Discovery Civilization Canada. . Esnity 

Discovery Japan . . . . . . . . .  

............................ 
Meteor Studios . . . . . . . . . .  

Joint Ventures with the BBC 

nlhe Company and the BBC have formed several cable and satellite television network joint ventures, JVP, aventure 

In addition to its own funding requirements the Company has assumed the BBC funding requirements, giving the 
Company preferential cash diseibution wilh these venfures. me Company controls substantially al l  of the BBC ventures 
and consolidates them accordingly. As the BBC does not have risk of loss. no losses were allocated to minority interest for 
consolidated joint ventures with the BBC, and the Company recognizes both its and the BBC‘s share of earnings and 
losses in the equity method venture with the BBC. 

the adontion of Fw 45R, the Company concluded that JVP and APJ are VIES and the Company is 
the primxy beneficiary. Therefore, on January 1, 2005, the Company began consolidating these entities, which had 
aggregate fair valne net asset halances of $58.0 million. There is no minority interest income or expense for JVP. minority 
interest for APJ is an expense of $0.3 million in 2006 and income of $1.4 million in 2005 acd is reported as a component of 
minority interest expense. Prwiously, the Company accounted for J W  and AF’J under the equity method of accounting. 

10 produce and acquire factual-based content, and IWi, a venture to provide debt funding to these joint ventures. 

~~ 

Other Venfures 

The Company is a parmer in other international joint venture cable and satellite television networks. The Company 
provided no funding to these ventures in 2006. Funding to these joint venhnes totaled $0.2 million and $3.3 million during 
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2005 and 2004. At December 3 1,2M)6. the Company’s maximum exposure to loss as a result of its involvement with these 
joint ventures is me S15.6 million investment book value and future operating losses, should they occur. of these joint 
ventures that the Company is obligated to fund. These joint ventures have no third paay debt. These otber ventures do not 
require consolidadon. ’Ib~bese other venmes are accounted for under the equity method as the Company does not have a 
controUing f m c i a l  interest. 

Unaudited fmancial information of the Campany’s unconsolidated ventures (amounts do not reflect eliminations of 
activity with the Company): 

Net Revenue.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $123,486 111,872 163,630 
Income from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  42,090 41,934 26,201 
Net inmme . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  24,463 24,634 8,688 

Current assets.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 77,767 68.529 
Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89,058 80,365 
Current habilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  25,515 24,204 
Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  33.619 33,578 
Total shareholders’ equity or partners’ capital .................... 55,439 46,787 

10. Long-Term Debt 

bog-Term Deb1 

$1,000,000.0 Term Loan. due quarterly December 2008 to October 2010..  . . . .  

€260.0 Revolving Loan, due April ux)9 . . 
7.81% Senior Notes. semi annual interest. due March 2006 . . .  
8.06% Senior Notes, semi annual interest, doe March 2008 . . . .  
7.45% Senior Notes. semi annual interest, due September 2009 . . . . . . . . . . . . .  

8.13% Senior Notes, semi annual interest, due September 2 
Senior Notes semi m u d  interest, due December 2012. . . . . . . . . . . . . . . . . . .  
6.01% Senior Notes. semi annual interest. due December 2015 . . . . . . . . . . . . .  
Obligations under capital leases . . . .  
Other notes payable . . . . . . . . . . . . .  
Total lone-term debt . . . . . . . . . . . . .  . . . . . . . . . . . . . .  

$1,555,000.0 Revolving Loan, due October 2010. ....................... 
. . . . . . . . . . . . . . . . . . . . . . . . .  

8.37% Senior Notes, semi annual interest. due March 201 1 . . . . . . . . . .  

$1.ooO,000 
249,500 
187,828 

- 

180,000 
55,000 

220,000 
235,000 
90,000 

390,030 
32,355 

1,100 

2,M0,783 

~.000,000 
103.000 

300,000 
1EQ000 
5 5 , m  

220.000 
235,000 
90,000 

390,000 
23,910 

- 

- - 
2,5%,910 . 

Current portion. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (7,546) (6,470) 
Noncurrent portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  S L , 0 5 5 , ~ 5 r  r59@#T . .  
In March 2006, the Company’s United Kingdom (TJK”) subsidiary, Discovery Cmmunkarions E k p e  Limited 

(“DCFL‘?, entered into a €70.0 million three year mnlticurrency revolving credit agreement. In April 2006, the UK credit 
agreement was amended and restated to provide for syndication and to increase the revolving commitments Io 
€2600 million. The Company guarantees DCEL‘s obligations unda  the LJK credit agreement. Borrowings under this 
agreement bear interest at London Interbank offered Rate (“LIBOR) plus an applicahle margin based on the Company’s 
leverage ratios. The cost of the UK credit agreement also includes a fee on the revolving commitmenu (ranging h m  
0. I% to 0.3%) based on the Company’s leverage ratio. DCEL capitalized fo.7 million (approximately U.S. $1.4 million) 
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of deferred financing costs as a result of this Uansaction. At the end of 2006 there was f95.9 million (approximately US.  
$1 87.8 million) outstanding under the multinureocy credit agreement with a weighted average interest rate of5.9136. The 
interest rate during 2C% averaged 5.62%. The U K  credit agreement matures April 2009. 

In March 2006 the Company borrowed additional funds under its Revolving Loan to redeem the maturing 
$300.0 million Senior Notes. At the end of 2006 there was $1,249.5 million outstanding under the Revolving Loan 
with a weighted average interest rate of 6.35%. The amount available under the Revolving Loan was $1,302.8 miltian, net 
of amounts committed for standby leners of credit of $2.7 million issued under the c ~ d i t  facility. At the end of 2W5 there 
was Sl.103.0 million outstanding with a weighted interest rate of 5.32%. Ihe average interest rate under the US. Credit 
Agreement was 6.01% and 4.41% in 2006 and 2005. 

In October 2005, the Company refinanced its syndicated bank credit agreement. replacing the existing Term Loan 
and the Revolving Facility, which had principal payments beginning in 2007 and final mahlrity in 2009, with a new 
$l,oOO million Term Loan and $1,555 million Revolving Facility, with principal payments beginning in ux)8 and final 
maturity in  2010. The Term and Revolving Loans are unsecured. Interest, which is payable qnarrerly at a minimum, is 
based on LIBOR plus a margin based on the Company's leverage ratio or prime. The cost of the Revolving Facility 
includes a fee on the revolving commitment (ranping from 0.1% to 0.3%) based on the Company's leverage ratios. 

In November 2005, the Company modified the outstanding unsecured Senior Nates. In December 2005. the 
Company issued two series of u n m e d  Senior Notes, $90.0 million of floating rate Senior Notes due December 2012 
and $390.0 million of 6.01% Senior Notes due December 2015. Ihe weighted average interest rate on the floating rate 
Senior Note was 6.10% at December 31, 2006 and 5.33% at December 31, 2005. The average interest rate under the 
floating rate Senior Note dnr%g 2006 was 5.85%. 

The Company capitalized $4.8 million in deferred financing cosu in 2005 as a result of these mnsactions. The 
Company expensed $4.2 million in capitalized costs as a component of interest expense associated with the refinancing of 
the previous credit arrangement. 

The Company uses derivative insmments to m d e  iu exposure to interest rate fluctuations on it-i debt The Tern 
Loans, Revolving Facility, and Senior Notes contain covenanu that require the Company to meet catain fmancial ratios 
and place restrictions on the payment of dividends, sale of assets, borrowing level. mergers, and purchases of capital stock 
assets, and investments 

Fume principal payments under the current debt arrangements, excluding obligations under capital leases and other 
notes payable, are as follows: none in 2007, $242.5 million in 2008. $617.8 million in 2009, $812.0 million in 2010, 
$220.0 million in 2011 and $715.0 million from 2012 to 2015. Future minimum payments under capital leases are as 
follows: $9.3 d l i o n  in 2007, $7.3 million in 2008, $7.3 million in 2009, $5.1 million in 2010, $4.5 million in 2011 and 
$5.4 million thereafter. 

11. Mandatorily Redeemable Interests in Subsidiaries 

.Maadsloorily &de-bk Idere& in Subsidiaries 

Dtscovery Times . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Animal Planet LLC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Animal Planet LP . . . .  ........................... 48,950 48,840 
People 8z Am Latin America and Animal Planet Channel Group. . . .  -- 
Mandatorily redeemme interests m subsldwes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $947325 Z?2,%2 -- 

Discowry Times 

In April 2002, the Company sold a 50% interest in Discovery Tunes Channel to the New York TIES (W) for 
$100.0 million. Due to the NYT's redemption rights, this transaction resulted in no gain or loss to the Company. In 
September 2006, NYTexercised its right to put its interest back to the Company for $100.0 million. Prior to the exercised 
put. the Company accreted or deaeted the mandatorily redeemable interest in a subsidiary through the redemption date to 
its estimated mlemptron value, never decreling below the NYT's estimated minority interest. The Company updated its 
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estimate of the redemption value aod estimated minority interest each period. The Company recorded decretion of 
$6.9 million in 2006 as a result of the redemption, and decretion of $19.5 million in 2005 and accretion of $1.3 million in 
2004 as a result of valuation adjustments to mioority interest expense. 

F i l W  (fonnerty known a The Healh Ne&.ork) 

Fox Entertainment Group (“‘FEG“) had the right, from Decem& 2003 to February 2W4, to put its FitTV interests 
hack to the Company. In December 2003, FEF notified the Company of its intention to put its interest in FitTV back to the 
Company. The Company aquired this interest for approximately $92.9 million in 2005. I h e  Company recorded decretion 
of $1.1 million in 2004 to minority interest expense. 

Animal Planet LLC 

In April 2004. the BBC notified the Company of its intention to put its interest in Animal Planet LLC back to the 
Company. The redemption \salue of $80.0 million was paid in April 2006. The Company recorded accretion of 
$30.0 million and $50.0 million in 2005 and 2004 to minority interest expense. 

Animal Planet Lp 

One of the Company’s stackholdem held 44.W senior preferred partnership units of Animal Planet LP (“APLP”) 
that have a redemption value of $44.0 million and carry a rate of remm ranging from 8.75% to 13%. Payments are made 
quarterly and totaled $4.6 million during 2006 and 2005 and $5.8 million during 2004. APLP‘s senior preferred 
parmenhip units may be called by APLP during the perid January 2007 through December 201 I for $44.0 million. and 
may be put to the Company by the holder beginning in January 2012 for $44.0 million. In January 2001, the Company 
exercised its d rights and paid $44.0 milhon plus accrued interest of $ O S  million on January 31,2007. At Decembcr 31, 
2006, and 2005, the Company has recorded this security at the redemption value of $44.0 million plus accrued r e m s  of 
$5.0 million and $ 4 8  million. Preferred remrns have been recorded as a component of interest expense based on a 
constant mte of r e m  of 10.75% through the fnll term and aggregated $4.7 million in 2006,2005 and 2004. 

People & Arts Zntin America and Amimal Planet Channel Group 

Ihe BBC has the right, upon a failure of the People & A r t s  Latin America or the Animal Planet Channel Group 
(comprised of Animal Planet Europe, Animal Planet Asia, and Animal Planet Latin America), the Channel Froups, IO 

achieve cerraio f m i a l  p z f o m c e  benchmarks Io put ils intuests back to the Company for a value determined by a 
specified formula every three years which commenced December 31. 2032. The Company accreles the mandatorily 
redeemable equity in a subsidiary to its estimated redemption value through the applicable redemption date. The 
redemption value estimate is based on a cootractual formula considering the projected results of each network within the 
channel group. 

Based on the Company’s calculated performance benchmarks, the BBC has the right to put their interesls as of 
December 2005. The BBC has 90 days following the valuation of the Channel Groups by an independent appraiser to 
exercise their right. U g  2006 the Company was notified that the BBC is evaluating whether to execute their rights 
under the agreement. As of December 3 1,2006, the BBC has not advised the Company of their intention. The Company is 
now accreimg to the 2008 redemption date and has estinated a redemption value of $45.9 million as of December 3 1, 
2006. Accretion to the redemption value h a  been recorded as a component of minority interest expense of $9.1 million, 
$34.6 million, and $2.2 million in 2006, 2005 and 2004. 
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12. Commitments and Contingencies 

Fullvr Mioimvm P s p r o u  
io lhaursndr 

2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 83,533 260,829 86,965 431,327 
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  78.999 55.447 61,467 195.913 
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  60,850 50,556 54,635 166,041 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  52,683 44.129 17,388 114,200 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  47,932 43,295 7,876 99,103 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  176.070 43.831 1.120 221,027 ~ - _ _ -  
Total $500,067 498,093 229,451 1,227.61 1 - - ~ -  ~ - _ _ ~  
trpcnszsrccordd m connation uith o p l m g  IUVF. mcludingrenl expense. uere 5112.5 million. 5142.1 mllbon 

and 5127.8 rmllam for thc y m s  eiidcd Lkccmher 31. 2006. 2005 arid U W .  'he Company ~ C C C C I V C \  contnbutions fmm 
c m i n  Lvldlnrd? to fund leasehold mprwemcm. Swh contnbutions are reconlul a\ d r . t c d  rent aid amonrzed a% 
rcduotam, 10 l e a ~  e x ~ n x  over the l a w  tsnn ( 'ma in  of the Compxny's lares pmvide for rental rates thal increase or 
j e c r e s c  w cr ume. The Company tt.cognur.< upcrrtlng lcay mininium rentals on a stnigh-lmc basis o\er thc IUE term. 
Ihc ('impmy's d c f m d  rcnt haliuicr uas 531 1 indlion and S29.X irilliun at k e n h e r  31, 2006 and b N 5  .Ihe 1ea-c 
I m n  h'ptnr on llic dale ihc ('ompany ha\ ~ L L C S  10 the leased propcny. 

111 , \ u p ~ t  ?XIS. !he Cunipilny sohlr.lsed reulul  prnpny 2nd gunmnti'd thud paly p h r m a n c c  uodn Ihe lea-. 'Ihc 
gi!:mntce for thc 55.2 million value of thc k i w  IS full and uncondilmal. through !darch 2WX lhe Company hils other 
gii;imntce< tmaling '34 I mrlhon. 

Ihe C'ompany ha\ rcrtain conl~ngeul consideration\ ~n riinneclion urth the ,iclcquisihon of Ycirmder.com payshle ~n 
nl rpecfw hus!ncs\ nimics are nch~cvul  ~a,ialing up to E 1 3  5 nuhon over 3 year.; (ue Nute 41. 

In connation with thc Iknp-tcmn JL\tnbiltiou a ~ e c m t n t s  for  ccmin of ils Ellropcan cahle nrtuorks. ltie Company 
c m n m m d  to pa) a e t e l l r k  r)stem operaw 2 5 9  to 4Y% of thu fax value of thew neiworks. I f  any. as of Decemkr 3 I .  
2 M .  'lhe Company complrlcd nqmations for the rencu cd dismbution agrermcnts includmg additional Europcan cable 
wtumrkr m laniiiiry 2007. including an mduccment paymetit of f 100.0 mllhuri (;rpproximalely US. 5185.4 trullinn), 
uliicli alsorcnleJany liabilities fronithe pnoraereemenl.Thc\alueoflhe netuork~.andthr.C,,mpany's~abibty therum. 
arc mdenally hpacted by the tern* of fuwe rencued dislnbuuon agrccmenLc uith the satellite s)\tcm operator. Ihc 
c m m i t i x i i t  was dmgned io an indiiccnienl for reincued diatnhutivu agreements. As of Dercmbcz 31. 2006. the 
('umpany has reconled a Iiahlity uf S 10.4 million a w x i a c d  with this arrangcmcnt bawd on the range of estimated values 
of the neluorks at the t ~ m n a l i o n  uf the agreement uithout rcncucd hrtnbtitinn agreement?. 'lhc halance of the 
imlucenienl paynmnt uil l be deferred and unuruiml a\ a reduction of iebeour ovcr a five )car penud. 

'lhe C'wnpny LS sold) responaihlr f o r  provdmg fmancial. operational and adminswtive supporl Io tht N P .  JVN. 
. \ntml Plarirt Latin A m m u .  People & A n 5  lnrm hmenca Animal Planet Asla. and h n m a l  Planet Europc venturer and 
has commirt;d 10 do so thnrugh ill Ica\1 fiscal 2007. 

'lhe Compmy s tarolvcd m htrgarwn m o J c . n ~ I  IJ  the conduct of 11s buwxss. In ndditmn. the Company i s  mvnh rJ 
111 negmalmm uith orpanimaumr holding the nghts to music uced ~n Ihe Company's content. As global m u w  nghlo 
*wict icc  e v ~ I \ c . .  thc ('ompany UVI all mfurmaion ilvalablc to mimate appropriate ohbgations. M n g  2005.  IKI 
: ~ i r n l y x d d t ~ u , i o  nghts rcsmes and recorded a net reduunon to cos1 of revenue of ilppronmately S I  I .O rmllim. The 
C'ompany h l i e w s  tlie rrsenes relaled to thew mu\knghtsA% adequate and does nOi C i p i T i F o u t c o m e  01 G ? f - - '  
I!rtgation and negotiations to ba\e a matenal adterse cKut on the Company's results of operdtions. caqh flour. OT 

f i i iancial postion. 

1.1. Employee Savings Plans 

Ihe Compan) mantams cmploya \anngc plan<. defined cuntnhutioo saving, plans and a ,upplcmental deferred 
rm~pcnsaarion plan for r c d n  manapcment employees. together the "Savings Plans."'lhc Company conmhuttons tu be  

- - .  '- 

mgr I'lan, v e x  SI, 9 mnllion. $8 2 mnllion and Sh 8 nubon dunng 2M6. 2005 and 2001. 
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14. Long-term Incentive Plans 

In October 2005, the Company established a new Long-term incentive plan. At inception of the plan, eligible 
participants in one of the Company's previously established long-term incentive plans chose to either continue in that plan 
or to redeem their vested units at the December 31,2004 valuation and receive partially vested units in the new plan. 
Substantially all participants in the previously established plan redeemed their vested units and received partially vested 
units in the new plan. Certain eligible employees were granted new units in the new plan. 

Units partidy vested in  the new plan have vesting similar to units in the previously established plan. New units 
awioded vest 25% per year. The nmts in the new plan are indexed to the market price of Class A DHC stock. Every hvo 
years, one quarter of the units awarded will expire and the employee will reccive a cash payment for the in- in value 
throughout an eight-year period after the grant date. The Company has authorized the issuance of up to 31.9 million units 
under this plan. 

prior to October ux15, the Company maintained hvo unit-based. long-term incentive plans with substantially sinda 
terms. Units were awarded to eligible employees following their one-year anoive- of hire and vested 25% per year 
thereafter. Upon exercise, participants received the increase in  value from the date ofissnance. The value of the units was 
based on changes in the Company's value as estimated by an external investment-banking f m  utilizing a specified 
formula of Company business meuics. The average assumptions used in the valuation model included adjusted pmjected 
operating cash flows segregated by business group. The valuation also included a business group specific discount rate 
and terminal value based on business risk. The inuinsic value for unit appreciation had been recorded as compensation 
expense over the period the units were outstanding. In August 2005, the Company discontinued one of these plans, which 
resulted in &e full vesting and cash redemption of units at the December 3 I ,  ux)4 valuation, including a25% premium on 
appreciated value. 

Upon voluntary termination of employment, the Company disuibutes 75% of the intrinsic value of the participant's 
vested units, as paniclpants are required to comply with post-employment obligations for one year in order to receive 
remaining benefits. The Company's cash disbursements under the new plan aggregated $0.3 million in 2006. There were 
110 payments during 2005 related to the new plan. The Company's cash disbursements under the prior plans aggregated 
$325.8 million and $45.9 million during 2005 and 2004. Compensation expense under the prior plans was $20.4 million 
and $68.8 million in 2005 and 2004. The fair n l u e  of the units issued under the new plan has been determined using the 
Black-Scholes option-pricing model. The expected volatility represents the calculated volatiliry of the DHC stock price 
over each of the various conlraclual terms. As a result of the limited trading history of the DHC stock this amount was 
determined based 00 an analysis of DHC's industry pea  group over the corresponding periods. 

In 2005 and 2005, the weighted average assumptions used in this option-pricing model were as follows: 
Y a r  Eodrd 

Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . 4.79% 4.36% 
Expected term (years). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.42 4.75 
Expected volatility . . . . . . . . . . . . . . . . . .  27.07% 30.36% 
Dividend yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ... 0% 0% 

The weighted average p t  dale fair values of units granted during 2006 and 2005 were $6.48 and $5.83. The 
weighted average fair values of units outsmdmg are $6.71 and $6.63 at December 31,2006 and 2M)S. Compensation 
expense in connection with the new plan was $39.2 million in 2006 and $29.1 million in 2005. Included in the 2005 
expense is $12.8 million nlated to the exchange of the partially vested units which represents the difference between the 

outstanding under the new plan were $84.2 millioo and $45.5 million at December 31,2M)6 and 2w5. 
-fair d u e  ot tbe awara ana me u i i s t c  value 
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7he following table summarizes information about unit transactions (units in millions) for the new pLan: 
m Mo5 

Weighted Weighted 
Average ArrAp 
Exercise E..*CiSC 

uoitr Price uoitr Price - - _ _ _  
OutstandingatJanuary I .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  24.2 $14.82 - $ -  
Units exchanged . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - 7.8 12.77 
Unitsgranted.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3.5 16.36 16.4 15.81 
llnitsexercised - .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (0.1) 13.12 - 
Units redeemdcancelled. . (1.3) 15.43 = __ - 
Outstandingat December31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  15.M) 14.82 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  8.5 $13.78 1.6 $11.22 Vested at December 31 

The Company has classified as a current liabllity $43.3 million for the intrinsic value of units that an or will become 
fully vested and potentially payable in the next twelve months. ?be aggregate intrinsic value of units outstanding at 
December 31, 2006 and 2005 is $82.0 million and $50.1 million. At December 31, 2005, there was $92.0 million of 
unrecognized compensation cost related to unvested units, which the Company expects to recognize over a weighted 
average period of 2.2 years. 

- - - _ _  - _ _ _ _ _  

7he followingtablesummaizes information aboutunitawardsautstandingat December 31,2006(units in millions): 

Unil Price - 

0"t.hnding VPSt.4 
Weighted A x r a g  Wdghled Average 

Remaiming Years of 
Number of Unitr CootrsrWsl Lde Number of Unib Cmtnetusl Ldr 

Remaining I'ears of 

$3.48 . . . . . . . . . . . . . . . . . . . .  0.1 3.75 0.1 3.75 
. . . . . . . . . . . . . . . .  0.6 3.75 0.6 3.75 

$12.52.. . . . . . . . . . . . .  5.1 3.75 3.3 3.70 
$15.81 . . . . . . . . . . . . . . . . . . .  17.1 3.74 4.5 0.83 
$16.22 . . . . . . . . . . . . . . . . . . .  1.1 4.25 

. . . . . . . . .  1.3 4.75 
1 .o 

26.3 

- - 
- - 
- - - - - 

2.20 - - 8.5 - - - - 3.86 - - 

The following table summarizes information about unit transactions (units in  millions) for previously established 
plans: 

zoo5 rn 
Weighled Weighled 

Eaudse Exerciw 
AV-C A n r a g  

Umib Rice Unie Price - - - -  
Outstanding at January 1 . . . . . . . . . . . . . . . . . . . . . . .  25.6 $24.10 19.1 $18.18 

- .. . . . . . . . . . . . . . . .  (7.8) 34.31 - Units exchanged. 
Units granted 0.5 37.35 8.1 34.22 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

_ _ ~  . . . . . . . . . . .  
. . . . . . .  - _ _ - -  Outstanding at December 31. .  

Vested a t D s e m b e r 3 1 . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  = ~ $ - - 17.5 ~ $19.76 - _ _ - _ _  
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15. lnwme Taxes 

Income Expemr 

DISCOVERY COMMUNICATIONS, INC. 

Notes to Consolidated Financial Statementc -(Continued) 

Year Ended Decrmbu 31, 
2006 2005 2OM --- 

io Lbovaands 

Current 
Federal. . . . . . . . . .  $ 3,906 (1.479) (231) 
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,101 (3,205) 3,952 

. . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  59,879 57,644 3x556 Foreign - - ~  
Total current income tax provision . . . . . . . . . . . . . . . . . . . . . . . . . . . .  67,886 52,960 36,277 

Deferred 
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  103,672 95,098 95,761 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3.707 16,298 7,723 
- . . . . . . . .  . . . . . . . . . .  (3,637) (3,851) 

Total deferred income tax expense . . . . . . . . . . . . . . . . . . . . . . . . .  - 103,742 107,545 103,484 

Change in valuation allowance 

Total income tax expense 

. . . . . . . . .  5,164 1,838 2038 

. . . . . . . . . . . .  $176,788 162,343 141,799 
~ _ _ ~  
- _ _ _ _  _ _ - ~  

Ikcember 31, 
m 200s 

im thowads 
Defrmd loromr Tar Aswtr and Liabilitier Current Noozurreot ~ Camnt Non-culrent 

Assets 
Loss carryforwards . . . . . . . .  . . . . . . . . . . . . .  $19,855 27.712 43,470 61,974 
Compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  30.981 15,563 15.185 12,432 
Accrued expenses - . . . . . . . . . .  . . _ .  . _ _ .  12,088 14,981 17,769 
Reserves and allowances . . . . . . . . . .  . . . . . . . .  10,938 - 10,392 463 
Tax credits. . . . . . . . . . . . . . . .  . . . . . . . . . .  - 8,574 - 3,823 

. . . . . . . . . . . . . . . . . .  7,052 Derivative financial inshumenls - 3,141 - 

lnvfftmen ts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 10.445 - 86,039 
Intangibles . . . . . . . .  - 104,078 - 41,401 

. . . . . . . . . . . . .  4,301 20,897 3,689 11,732 Other. 

78,163 205,391 90,505 224,916 
~ ~ - -  

.. .. . . .  - (26,552) - (21,392) Valuation allowance. 

Total deferred income tax =sets . . . . . . . . . . . . . . . . . . .  78,163 178,839 90,505 203.524 
Liabilities 

_ _ _ _ - -  

Accelerated depreciation ....................... - (6,164) (1 1,948) 
Content rights and deferred launch incentives - (200,732) - (109,009) 

.................... (4,103) Foreign currency translation. - (12,936) - 

.. . . . . . . . . . . . . . . .  (1.92.0) (861) Umealized gains on investments. - 

- 

- 
. .. 

Total deferred income tax liabiliries . . . . . . . . . . . . . . . . .  (2,007) (225,128) (1,740) (134,208) 
Deferred income tax a s ~ e t s  (li es), net..  . . . . . . . . . .  $76,156 (46,289) 88,765 69,316 ---- 
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DlSCOVERY COMMUNICATIONS, INC. 

Notes to Consolidated Financial Statements - (Continued) 

comprehensive income. Losses on inves!ments that are other than tempomy declines in valne are recorded in the 
statement of operations. 

The carrying amount of the Company’s borrowings was $2,641 million and the fair value was $2,702.0 million a~ 
December 31. 2006. The carrying amount of the Company’s borrowings was $2.597.0 million and the fair value was 
$2,674.0 million at December 31, 2005. 

The carrying amount of all derivative instruments represents their fair value. ?he net fair value of the Company’s 
short andlong-termderivativeinsrmmentsis$(6.5)millionatDecember31,2006; 18.C%, 37.6%.0.0%, 2.0%,and43.0% 
of these derivative instrument contracts will expire in 2007, 2008. 203, 2010 and thereafter. The net fair value of the 
Company’s short and long-term derivative insmments was $(19.8) million at December 31, 2005. 

The fair value of derivative conwacts was estimated by obtaining interest rate and volatility market data from brokers. 
As of December 31, 2006, an estimated 100 basis point parallel shin in the interest rate yield curve would change the fair 
value of rhe Company’s patfolio by approximately $9.5 million. 

Crcdii Concenhntions 

The Company continually monitors its positions with, and the credit quality of, the financial institutions that are 
counterparties to its fmancial instruments and does not anticipate nonperformance by the counterparties. In addition, the 
Company limits the amount of investment credit exposure with any one institution. 

The Company’s lrade receivables and inveslments do not represent a significant concentration of credit risk at 
December 3 I ,  ux)6 doe to the wide variety of cuslomers and markets in which the Company operates and their dispersion 
across many geographic areas. 

17. Related Party Transactions 

The Company identifies related parties as investors and their consolidated businesses. the Company’s equity 
investments, and the Company’s executive management. 7he most significant transaclioos with related panies resnlt from 
companies that disvlbute networks, produce content, or provide media uplink services. Gross revenue earned fromrelaled 
panies was $90.0 million, $73.7 million and $71.8 million in 2006. 2005 and 2 W .  Accounts receivable from these 
entities were $15.0 million and $17.0 million at December 31, 2006 and 2005. Purchases from related parties totaled 
$83.3 million, $71.4 million. and $133.2 million in 2006. 2005 and 2oM: of these $8.4 million, $23.1 million and 
$91.0 million relate to capitalized assets. Amounts payable to these parties totaled $2.4 million and $2.3 million at 
December 31, 2006 and 2005. 
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